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FINNISH KEY ECONOMIC INDICATORS 


All values in U.S. $ million Sources: Central Statistical Office, Bank of 
and represent period averages Finland, Board of Customs and Economic 
unless otherwise indicated Research Institute of Commerce and 

Industry (ETLA). 





Exchange Rates: U.S. $1.00= 

FMK 3.679 in 1975, FMK 3.864 

in 1976 and FMK 4.20 approxi- 

mate post-devaluation rate 1) Estimate 
an 1977 1975 1976 % Change 1977 





INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 7 26,627 28,145 is. 28,900 
GNP at Constant 1964 Prices 1D,,631 10,258 D5 9,345 
Per Capita GNP, Current Prices 2, o02 5,954 10. 6,100 
Plant & Equipment Investment Dyone 5,086 -3. 4,370 
Personal Income (Disposable 
Income of Private Households) 15,907 . 16,181 - £5,630 
Indices: 
Industrial Production (1970=100) i22 125 ‘ 123 
Avg. Industrial Wage (hourly 
for male) é 3.08 
Labor Force (000's) ‘ Zeuse 
Avg. Unemployment Rate (3%) ; J . 6.2 








MONEY AND PRICES 
Money Supply : 2,250 
Interest Rates (Bank of Finland) g-1/42) 
Indices: 
Wholesale Price (1949=100) = 695 
Consumer Price (1972=100) ; 197.4 
Retail Sales (1972=100) 


BALANCE OF PAYMENTS AND TRADE 
Gold & For. Exch. Reserves (Bank 
of Finland) 383 339 
External Public Debt 840 i2053 
Annual Debt Service| 9.3 10.2 
Balance of Payments?) -772 -719 
Balance of Trade -2,107 -1,049 
Exports, FOB 5,304 6,342 
U.S. Share Suz Lis 
Imports, CIF fe,OLL Tgs308 
U.S. Share 36D 52 





Main Imports from U.S. 1976: Aircraft and parts $53.1 million; Oil 
seeds $23.2 million; Computers $20.2 million; Earth-moving, excavating 
and other related machinery and equipment $17.4 million; Picture tubes, 
diodes, transistors, etc., $16.4 million; Fresh and dried fruit, nuts, 
excl. oleaginous $12.0 million; Unmanufactured tobacco $11.3 million; 
Motor vehicles, chassis, parts and supplies $10.8 million (mainly 
passenger cars, trucks and delivery vans); Measuring, controlling and 
analyzing instruments $9-9 million; Photographic and cinematographic 
supplies $8.0 million. 


1)Percentage changes are based on FMK values. 2)Discount rate of Bank of Finland was 
lowered to 8-1/4% on Oct.1,1977. 3) Basic balance. 








SUMMARY 


Finland is winding up the third straight year of no growth and a fourth year 
is in prospect. Western European export markets remain weak. Domestic in- 
vestment has fallen sharply, reflecting under-utilized capacity and tight 
fiscal and monetary policy aimed at curbing persistently high inflation. 
Consumer prices will average about 13 percent higher in 1977. Estimates for 
1978 center around eight percent. Unemployment, already at a historic high, 
is rising. The wood products industry's prospects remain generally gloomy. 
The growth of Finland's second major industrial sector, metal and engineering, 
is now beginning to tail off as old orders are completed and few new ones are 
received. Forced leave and shortened workweeks are expected this winter, 
especially in the shipbuilding branch. 


Strenuous efforts by current Government leaders led to agreement in December 
on a second package of measures aimed at dampening wage-price inflationary 
pressures while strengthening industrial competitiveness and maintaining 
consumer demand and employment. The Government gained voluntary support by 
labor and business for wage and price restraints, and acquired standby price 
control authority. The financial]. position of a number of firms is becoming 
precarious, however, and further measures are likely under a new Government 
when President Kekkonen is sworn in for a new term on March l. 


Finland's foreign trade and current accounts have recovered sharply from the 
large deficits of recent years. Through October the Finnmark value of ex- 
ports was up 27.8 percent over the same period in 1976, and trade was in bal- 
ance. However, prices in most markets for wood, paper and especially pulp 
are depressed, and the growth in metal industry exports will tail off in 1978. 
Imports, up ten percent over last year, will remain stagnant as demand for 
capital and consumer goods slackens further. 


Despite low levels of investment, U.S. exporters should continue to find mar- 
keting opportunities. Replacement and upgrading of production equipment and 
relatively strong developments in the electronics field offer good sales 
prospects. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production and Investment. 


Industrial production has been stagnant over the past three years and will 
remain so well into 1978. The two percent real growth in gross domestic 
product officially projected early in 1977 has, like previous forecasts, 
proven optimistic. The slight upturn that gave rise to a 0.5 percent 
increase in GDP in 1976 waned as the current year progressed. Zero growth 
is expected for 1977. 


With exports accounting for about a quarter of GDP, most of Finland's economic 
difficulty stems from depressed conditions in major Western markets. Inter- 
national demand for ships and heavy industrial equipment remains weak, and 
Finnish order books continue to shrink. Forest industry exports have per- 
formed relatively well in value, and prices of sawn goods and construction- 
oriented products have held up, but stiffening price competition from North 
America in Finland's major Western European markets for pulp and some paper 
qualities has cut into the profitability of the industry. Some firms 





are producing at a loss. 


Domestic consumption is declining. Housing and industrial construction have 
fallen sharply from last year's levels, reflecting tight money and reduction 
of public sector investment, as well as surplus production capacity and the 
uncertain business outlook. Industrial investment declined 14 percent in 
1976 and is falling a further 20 percent in 1977. 


Prices, Income and Employment. 


Despite the Bank of Finland's tight monetary policies and reduction of in- 
creases in public sector, the Consumer Price Index will average about 13 
percent higher in 1977 than 1976, down only slightly from the previous 14.4 
percent annual increase. From November, 1976 to November, 1977 the CPI rose 
12.1 percent. Price movements in the current quarter suggest a slowing 
trend. 


For the second consecutive year real income of households will decline by 
four percent. Disposable income will not fall because of increased Govern- 
ment transfer payments and income tax adjustments to offset higher 

incidence from inflation-induced income growth. Until agreement in 

December to delay 1978 wage increases six months, the two-year wage agree- 
ments negotiated in March and April had been expected, with wage drift, tax 
adjustments, and greater transfer vayments, to lead to nine percent increases 
in take-home pay in 1977 and 1978. Though in excess of productivity increases 
this constitutes acceptance by labor for the first time of a drop in real 
income. The agreements included escape clauses which effectively limited the 
extent to which the Finnish Government was able to devalue the mark in 
response to Sweden's devaluations. 


Unemployment has remained about 100,000 all year and is projected to reach or 
surpass 200,000 this winter and spring. In mid-December of 1977, 165,000 or 
7.7 percent of the labor force were unemployed, compared with 90,200 a year 
earlier. Unemployment has followed the traditional pattern in Finland, with 
the north and northeastern rural areas suffering extremely high rates con- 
trasted with low to moderate unemployment in the more industrialized southern 
areas. However, sectoral unemployment in the metalworking and shipbuilding 
industries in the southern and western cities is growing. Over 40 percent 
of the unemployed are under 25 years of age. Finnish authorities are con- 
cerned over the growing loss of young skilled workers to Sweden. Net emigra- 
tion to Sweden this year is currently calculated at 7,000 persons, though 

the deepening recession in Sweden is expected to stem this flow. 


Foreign Trade Patterns 


Finland's foreign trade has recovered sharply from the large deficits of 
recent years and is currently in balance. Through October exports increased 
28 percent over the like period a year earlier to FMK 24.8 billion (c.i.f.) 
whereas imports, valued (f.0.b.), grew only ten percent to reach the same 
total, FMK 24.8 billion. 


Finland's exports to the U.S. during the first ten months of 1977 were valued 
at FMK 1.1 billion, doubling the value for the like period in 1976 and bring- 
ing bilateral trade into virtual balance. Ships, paper, paper-making machinery 





and paper, and stainless steel accounted for much of the increase. Exports 

to Norway, including oil rigs, also jumped. A more permanent structural 

shift is reflected in the sharp increase in trade with the OPEC countries. 

With increased oil imports and growing success by Finnish firms in landing 
construction contracts, the OPEC countries now account for over four percent of 
total trade, approaching the level of US-Finnish trade. The shares of trade 
with Finland of the EEC (36 percent), the CEMA countries (23 percent), and 
EFTA (22 percent) changed only slightly. 


The Soviet Union currently accounts for 19 percent of Finland's trade, ahead 
of Sweden (15 percent) and West Germany (12 percent). Soviet exports are 
dominated by crude oil, which in 1978 will again total seven million tons, 
diesel and residual fuel oil, and coke and coal. Under the bilateral 
balancing framework, the lowered import requirements of the Finnish economy 
restrict Finnish exports and will limit Finnish-Soviet trade next year to 
only a nominal increase. 


Despite the improved trade balance Finland's export structure is not devel- 
oping satisfactorily. In the forest industry prices are generally unsatis- 
factory. European pulp prices are depressed by North American competition 
and delayed purchases awaiting price cuts by Nordic producers to move 
massive inventories. The volume of board and plywood exports is expected to 
decline because of losses in market shares. The substantial growth in 1977 
in metal and engineering industry exports will start to tail off in 1978 with 
contracting orders, especially in shipbuilding. 


Trade Policy. 


In May, 1977 Finland and the Soviet Union signed an unprecedented long-term 
economic cooperation program covering the entire range of Finnish-Soviet 
economic relations and running to 1990. Its intended trade benefits 

include assurance of a steady flow of orders for Finland's shipbuilding in- 
dustry from one Soviet five-year plan to the next. At the same time the 

two countries signed a FMK 2.7 billion project agreement under which a 
consortium of Finnish firms will construct an iron ore mining center in the 
Soviet Union at Kostamus, close to the Finnish border. Construction is under- 
way, providing employment and relief for the Finnish construction industry. 
Agreement was reached only after lengthy negotiations. Extensive Finnish 
Government financial support is involved, and the net benefits are far from 
clear. With Poland, on the other hand, the Finns continue to put off ratifi- 
cation of the trade agreement signed with Poland in 1976. Trade with Poland 
is conducted in hard currency and the Finns continue to run a heavy deficit 
Owing to reliance on Polish coal. 


On July 1, 1977 the final 20-percent tariff reductions on the bulk of Finnish- 
EEC industrial trade were effected. Under various arrangements Finland now 
has removed duties on most imports from all countries but a handful, including 
the United States. 


Foreign Exchange Policy. 


Economic policy over the past two years has focused on reducing the large cur- 
rent account deficit that arose in 1974. A deficit of about FMK 1.5 - 1.8 
billion is expected for 1977, compared with FMK 4.5 billion in 1976 and FMK 
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8.0 billion in 1975. The increasing effectiveness of Governmental fiscal 
policy and the recent improvement in the current account have enabled the 
Bank of Finland to ease slightly the stringent monetary measures that had 
previously borne the main policy burden. On October 1 domestic interest 
rates were lowered about one percent. 


During 1977 the Bank of Finland sought to lengthen Finland's foreign debt 
structure. It extended the list of imports for which inmediate cash payment 
is required, which now covers about 30 percent of imports. This measure has 
drawn foreign criticism as a restriction of imports. The Bank is seeking 

to encourage longer-term capital inflows to cover the current account 
deficit. The Bank's efforts appear to have been more effective on the short- 
term restrictive end than the long-term expansive end. Although with the 
excellent standing of Finnish borrowers in the very liquid international 
markets credits were readily available, slack domestic investment demand and 
leads-and-lags speculation by Finnish firms on a devaluation led to a gradual 
decline in normally low foreign exchange reserves, which by November 23 had 
fallen to FMK 538 million, or one week's imports. To tide Finland over until 
additional Government and private capital borrowings expected next year expand 
reserves, the Bank of Finland in late November drew down $300 million of the 
$700 million available in standby credits under arrangements with US and 
Canadian banks. In the future the Bank is likely to maintain a higher level 
of foreign exchange reserves. 


The 5.7 and 3.0 percent devaluations of the Finnmark on April 5 and August 31 
in the wake of devaluations by Sweden, Norway and Denmark left the Finnmark's 
parity vis-a-vis the Swedish crown roughly unchanged. The parity of the 
Finnmark declined slightly vis-a-vis the dollar over the year. Most observers 
agree that the Finnmark remains overvalued. 


Finland's net foreign debt stood at FMK 26.7 billion in June, equivalent to 

a little less than a quarter of gross domestic product or a little more than 

a year's exports. ‘Two thirds has accumulated after the beginning of the 

oil crisis in 1974, but the rate of debt acquisition has slowed recently. 
Shortly after the present Government took office in May, it outlined a medium 
term strategy whose principal objective was achieving by 1982 "full employ- 
ment," i.e., 2.5 percent unemployment in comparison with about seven percent 
at present, while keeping the current account deficit at or below two percent 
of GDP. The Bank's success in managing the current account will permit expan- 
sion of overseas borrowing to finance the moderately expansionary economic 
program put together by the Government in December- 


Governmental Economic Policy Formation. 


The current broadly based left-center coalition, formed in May 1977, has been 
more successful than its recent predecessors in generating effective anti- 
inflationary fiscal policy. The size of Finland's foreign trade sector and 
foreign debt limit the selection of fiscal, monetary, and incomes policy mixes 
to counter cost-push inflation and generate domestic demand. Nonetheless, 

the current Government has restored a measure of balance between the Bank 

of Finland's monetary policy and incomes and fiscal policy. Recent years' 
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high wage settlements and rapid growth in the public sector have been curtailed. 
The moderate increases called for in the two-year arrangements negotiated in 
March and April, labor's acceptance without compensation of two minor devalua- 
tions--though it was labor each time that limited the devaluation to the maxi- 
mum it would tolerate without renegotiating the wage agreements--and agree- 
ment in December as part of the Government's economic policy package to post- 
pone for six months the two wage increases scheduled in spring and fall of 
1978 all reflect growing appreciation by the moderate left that real losses 

in disposable income are a prerequisite to restoration of equilibrium. While 
the Government is unlikely to realize its target of five percent inflation 

in 1978, announced in December in association with its new economic program 
--the consensus estimate is eight percent inflation next year--the combina- 
tion of voluntary restraint by labor and business of wage and price increases, 
the Government's austerity budget for 1978 passed by the Parliament in 
December, and only limited relaxation of monetary policy reflect for the first 
time an effective across-the-board attack on cost-push inflation. Moreover, 
the slack Finnish economy can absorb the economic program's corporate and per- 
sonal tax reductions, the step-up that appears likely in the Government's 
overseas borrowing, and direct employment-creation measures. 


At this point the question is whether in view of the considerable overvaluation 
of the Finnmark the Government's emerging success in gradually reducing inflation 
can restore Finnish industry's competitiveness by the time Western European 
markets revive, or whether the financial structure of some forest industry 

firms and the public policy imperative of curtailing unemployment will com- 

pel more drastic measures. The Government's December economic program in- 

Cludes legislation passed by Parliament in December providing standby author- 

ity to control wages, prices, rents, agricultural income, and income from 
corporate sources. Broadly similar powers were utilized after the 3l percent 
devaluation in 1967. The current Government has adamantly ruled out devalua- 


tion, and speculation to the contrary by Finnish firms engaged in foreign 
trade appears misled. However, a new Government will be formed when 
President Kekkonen begins a fifth term on March 1, and its major challenge 
will rest in the area of economic policy. Whatever course the Government 
chooses, however, export-led recovery in 1978 is not a real possibility. At 
best recovery will be slow and the recession's residual effects will be felt 
for several years. 


IMPLICATIONS FOR THE UNITED STATES 


The United States remains Finland's fifth largest supplier. Finnish imports 

from the U.S. were valued at approximately $290 million for the first nine months, 
accounting for a market share of about five percent. Agricultural products, 
industrial capital equipment, high-technology production equipment and compo- 
nents, chemicals and plastics,as well as aircraft,are traditionally high on 

the list of U.S. exports to Finland. Despite the slack state of the Finnish 
economy and the overall low level of industrial investment, there remain areas 

of continued growth and development. Among these, as well as within the gen- 

eral economy, solid sales efforts on the part of U.S. firms can produce mean- 
ingful returns both in the short and long term. Products which are currently 

in growing demand are electronic systems, subassemblies and components; industrial 
process control systems and instrumentation; electronic industrial production 

and test equipment; communications, navigation and traffic control systems, 
subsystems and componentry. Longer-term opportunities also are to be found in 
the fields of metalworking and finishing equipment; health care equipment; 
laborabory, scientific and engineering instruments. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 














Printing and publishing 
developments were 
easy to follow. 


Hy} Wh. 


hi 








to keep up with what’s going on in the more than 40,000 companies that comprise the U.S. 
graphic communications industries. 


Printing and Publishing is the U.S. Department of Commerce’s authoritative quarterly review 
that provides the facts and figures on employment, earnings, production, exports and imports, 
and other key industry areas. A $3 year’s subscription brings you fresh data plus analyses of 
current conditions and trends from the Bureau of Domestic Commerce. 


Return this coupon now to start your subscription. 


ENTER MY SUBSCRIPTION TO PRINTING AND PUBLISHING. C 41.18 (] Remittance Enclosed 
at $3.00. Add $.75 for foreign mailing. No additional postage is required for mailing (Make checks payable 
within the United States or its possessions. to Superintendent of 


Send Subscription to: Documents) 


Charge to my Deposit 
Account No. 


PLEASE PRINT 


MAIL ORDER FORM TO: 
Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 





